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October  18,  2001  Audit  Number  01032 

San  Francisco  Airport  Commission 
San  Francisco  International  Airport 
San  Francisco,  CA  94128 

President  and  Members: 

The  Controller's  Audits  Division  contracted  with  Hood  &  Strong  LLP  to  conduct  an  audit 
of  The  Fog  Bank  Bar,  a  subtenant  of  Host.  Attached  is  the  report  prepared  by  Hood  & 
Strong  LLP  concerning  its  review  of  The  Fog  Bank  Bar.  Host  has  a  contract  with  the 
Airport  Commission  of  the  City  and  County  of  San  Francisco  to  provide  food  and 
beverage  concessions  at  the  San  Francisco  International  Airport,  and  subcontracts  some  of 
the  stores  to  subtenants. 

Reporting  Period:       July  1 ,  1 998,  through  June  30,  2000 
Revenue  Reported:  $454,663 

Results:  Hood  &  Strong  LLP  found  that  The  Fog  Bank  Bar  made  errors  in 

reporting  its  gross  revenues  to  Host.  As  a  result,  The  Fog  Bank 
Bar  underreported  gross  revenues  of  $7,335  in  FY  1998-99  and 
$7,564  in  FY  1999-00.  In  addition,  The  Fog  Bank  Bar 
underreported  sales  of  $355,410  to  the  State  Board  of  Equalization 
for  1998  and  the  first  three  quarters  of  1999. 

The  Fog  Bank  Bar's  response  is  attached  to  this  report.  The  Controller's  Audits  Division 
will  be  working  with  the  Airport  to  follow  up  every  six  months  on  the  status  of  the 
recommendations . 


Respectfully  submitted, 


NORIAKI  HIRASUNA 
Director 


City  Hall  •  1  Dr.  Carlton  B.  Goodlett  Place  •  Room  388  ■  San  Francisco  CA  94102-4694 


FAX  415-554-7664 
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Independent  Accountants'  Report 


CITY  AND  COUNTY  OF  SAN  FRANCISCO 
CONTROLLER'S  OFFICE 
San  Francisco,  California 


We  have  performed  the  procedures,  enumerated  below,  which  were  agreed  to  by  the 
management  of  the  CONTROLLER'S  OFFICE,  CITY  AND  COUNTY  OF  SAN 
FRANCISCO  (the  City),  to  certain  accounting  records  of  The  Fog  Bank  Bar  (the  Tenant) 
for  the  period  July  1,  1998  through  June  30,  2000  solely  to  assist  you  in  determining 
compliance  by  the  Tenant  with  respect  to  certain  provisions  of  a  lease  agreement  between 
Host  International,  Inc.  (Host)  and  the  Tenant.  This  engagement  to  apply  agreed-upon 
procedures  was  performed  in  accordance  with  standards  established  by  the  American  Institute 
of  Certified  Public  Accountants.  The  sufficiency  of  these  procedures  is  solely  the 
responsibility  of  the  City.  Consequently,  we  make  no  representation  regarding  the 
sufficiency  of  the  procedures  described  below  either  for  the  purpose  for  which  this  report  has 
been  requested  or  for  any  other  purpose. 

The  objectives  and  procedures  and  the  associated  findings  are  as  follows: 
Objective: 

The  monthly  gross  revenue  reports  submitted  by  the  Tenant  to  Host  (Host  reports)  are 
correct  based  on  the  Tenant's  records. 

Summary  of  Gross  Revenue  Reported  (including  sales  tax): 


Consultants  and 


Business  Advisors 


101  California 


Suite  1500 


San  Francisco 


CA  'Mill 


415JSI.079i 


fax  415.421.2976 


July  1,  1998  - June  30,  1999  $  202,148 

July  1,  1999- June  30,  2000  $  252,515 

Summary  of  Errors  Noted: 

Revenues  for  rent  calculation  over  (under)  reported  as  follows: 

98/99  99/00 

Estimated  footing  errors  $  (6,064)  $  (7,545) 
Sales  tax  incorrectly  calculated  (1,271)  (1,461) 
September  1999  1 ,442 

Revenues  under  reported  $     (7,335)      $  (7.564) 


San  Francisco 


Men/o  Pari 


Procedure: 


Obtain  an  understanding  of  the  procedures  and  controls. 
Finding: 

See  attached  for  observations  and  recommendations. 
Procedure: 

Do  a  trend  analysis  for  each  month  of  the  period  under  review.  Detect  any  variations  that  appear 
significant. 

Finding: 

No  significant  variations  noted. 
Procedure: 

Obtain  monthly  gross  receipts  reports  from  both  the  tenant  and  Host.  Compare  to  see  if  the  reports 
have  any  discrepancies  with  each  other. 

Finding: 

Host  could  not  supply  the  monthly  reports  for  1998.  No  exceptions  were  noted  for  1999  and  2000. 
Procedure: 

Determine  if  Host  reports  agreed  with  the  Tenant's  Quarterly  Sales  Tax  Reports  for  the  period  under 
review. 

Finding: 

The  net  revenue  amounts  per  Host  Reports  used  for  this  procedure  are  the  net  revenues  for  the  two 
locations  operated  by  the  tenant  at  the  San  Francisco  Airport.  We  reconciled  the  amounts  per  Host 
Reports  to  the  Quarterly  Sales  Tax  Reports  filed  for  each  of  the  quarters  for  the  period  under  review. 
For  1998  and  the  first  3  quarters  of  1999,  sales  per  the  Host  report  were  significantly  higher  than  sales 
per  the  sales  tax  returns.  The  total  difference  in  reported  sales  for  the  5  quarters  was  $355,4 1 0. 

The  Tenant  believes  that  the  sales  on  the  Quarterly  Sales  Tax  Reports  for  both  1998  and  1999  are 
understated.  The  Tenant  stated  that  they  have  notified  the  State  Board  of  Equalization  about  the 
discrepancies. 

Procedure: 

Determine  if  Host  reports  are  supported  by  the  Tenant's  monthly  summary  records. 
Finding: 

Tenant  reports  submitted  to  Host  (Host  reports)  were  compared  to  the  Tenant's  monthly  summary 
records  every  month  for  the  period  under  review.  The  Tenant  reports  gross  revenues  by  food  type  per 
the  monthly  summary  records  to  Host. 


Differences  were  noted  as  follows: 

1.  For  5  months,  the  monthly  summary  records  by  food  type  were  not  complete.  The 
gross  revenues  reported  to  Host  were  greater.  The  monthly  summary  used  to  report 
the  sales  to  Host  was  not  retained  by  the  tenant. 

2.  For  the  above  5  months  we  compared  reported  gross  revenues  to  the  sales  by 
cash/credit  card  summary.  The  total  difference  for  the  5  months  was  $867  or  less 
than  1%. 

3.  For  the  month  of  September  1999,  the  tenant  made  two  errors: 

a.  Gross  revenues  (including  sales  tax)  reported  ($20,137)  were  the  August 
1999  revenues. 

b.  Net  revenues  reported  (excluding  sales  tax)  ($1 8,922)  were  actually  the  gross 
revenues  for  September  1999.  Net  revenues  were,  therefore,  overstated  by 
$  1 ,442,  the  amount  of  sales  tax. 


Determine  if  Host  reports  are  supported  by  the  daily  sales  reports  and  if  the  monthly  summary  records 
are  complete.  Determine  if  the  daily  sales  report  is  supported  by  the  primary  documentation  of  daily 
sales. 


The  Tenant's  monthly  summary  records  are  also  the  daily  sales  reports.  We  picked  four  months,  three 
days  for  each  month  for  the  period  under  review  to  test  if  they  were  supported  by  the  primary 
documentation  of  daily  sales.  No  exceptions  noted. 

However,  we  noted  the  monthly  summary  records  did  not  foot  due  to  formula  errors  on  the  month  ly 
summary  records  spreadsheets.  We  footed  seven  months  for  the  period  under  review.  We  estimated 
the  total  footing  error  for  the  whole  period  under  review  as  follows: 

Total  Footing  Error  for  the  7  months  3,744 
Total  Gross  Revenues  per  Host  Reports  $    1 24,449 

Percentage  of  Footing  Error  3 .0% 


Procedure: 


Finding: 


98/99 


99/00 


Total  Gross  Revenues: 
Per  Host  Reports 

Estimated  Footing  Error  -Revenues  Underreported 


$  202,148 
$  6,064 


$  252,515 
$  7,545 


Procedure: 


Determine  if  Host  reports  net  revenue  (excluding  sales  tax)  amounts  were  correctly  calculated  based 
on  the  gross  revenue  (including  sales  tax)  amounts  on  Host  reports. 

Finding: 

We  recalculated  the  sales  taxes  and  net  revenue  amounts  on  Host  reports  for  all  the  months  for  the 


period  under  review.     Sales  tax  was  incorrectly 
unoerstaiemeni  or  revenues  as  iouows. 

calculated  on 

all  months, 

resulting  in 

98/99 

99/00 

Gross  Revenues  Reported 

Less:  September  1999  (corrected  in  previous  finding) 

$ 

202,148 

$ 

252,515 
(20.137) 

$ 

202,148 

$ 

232.378 

Sales  Tax  Deducted 
Sales  Tax  Actual 

$ 

16,677 
15,406 

$ 

19.171 
17.710 

Revenues  Underreported 

$ 

1,271 

$ 

1.461 

We  were  not  engaged  in,  and  did  not,  perform  an  audit,  the  objective  of  which  would  be  the  expression  of 
an  opinion  on  the  specified  items  described  above.  Accordingly,  we  do  not  express  such  an  opinion.  Had 
we  performed  additional  procedures,  other  matters  might  have  come  to  our  attention  that  we  would  have 
reported  to  you. 

This  report  is  intended  solely  for  the  use  of  the  specified  users  listed  above  and  should  not  be  used  by 
those  who  have  not  agreed  to  the  procedures  and  taken  responsibility  for  the  sufficiency  of  the  procedures 
for  their  purposes.  However,  this  report  is  a  matter  of  public  record  and  its  distribution  is  not  limited. 


September  7,  2001 


Fog  Bank  Bar 

Recommendations  to  Management 


1 .  We  noted  the  following  weaknesses  of  the  Tenant's  internal  controls  and  procedures: 

a.  The  monthly  summary  records  are  not  being  carefully  reviewed  after  they  are 
prepared.  There  are  footing  errors  for  the  whole  period  under  investigation. 

b.  The  monthly  summary  records  used  for  the  preparation  of  the  Host  report  were  not 
retained  in  all  cases.  Daily  sales  information  was  missing  for  sales  by  revenue  type. 

c.  Quarterly  sales  tax  returns  are  not  reconciled  to  the  monthly  summary  records. 

d.  Sales  tax  is  being  incorrectly  computed. 

2.  The  tenant  did  not  have  a  copy  of  the  extended  lease. 
We  recommend  the  following: 

1.  Carefully  review  the  monthly  summary  each  month,  including  checking  formulas  for 
totals.  Master  spreadsheets  for  the  entire  year  (by  month)  may  facilitate  this. 

2.  Retain  the  copy  of  the  monthly  summary  used  to  prepare  the  report  to  Host.  If  there  are 
subsequent  corrections,  then  note  the  changes  and  update  Host  report. 

3.  Complete  each  day's  sales  by  food  type.  Review  monthly  summary  for  any  omitted  days. 

4.  Run  the  micros  report  daily  and  retain. 

5.  Revise  calculation  of  sales  tax  on  the  reports  submitted  to  Host. 


<77z£  Tog  <Ban&  La  Strada  Bars 


At  San  Francisco  International  Airport 
Office:  53  Camellia  Ave. 
San  Francisco,  CA  94112 
Tel  (415)  586-2400 
Fax  (415)  586-2482 


October  3,  2001 

Mollie  Marshall 
Hood  &  Strong 

101  California  St.,  Suite  1500 
San  Francisco,  CA  941 1 1 

Dear  Mollie, 

I  received  the  draft  dated  September  25,  2001  detailing  the  results  of  the 
audit  for  the  concessions  at  San  Francisco  International  Airport. 
I  appreciate  the  recommendations  that  will  assist  us  in  maintaining  better 
books.  We  will  adapt  the  recommendations  immediately.  Below  are 
responses  to  the  recommendations. 

1 .  The  percentage  used  to  subtract  sales  tax  from  sales  for  the 
monthly  sales  summary  report  will  be  corrected.  An  incorrect 
percentage  was  used. 

2.  When  preparing  the  spreadsheet  for  a  new  month,  the  previous 
month's  spreadsheet  was  not  properly  copied  to  include  all  of  the 
cell  formulas.  We  will  make  a  master  spreadsheet  used  for  copying 
that  will  have  the  proper  formulas. 

3.  To  assure  that  all  documentation  is  available,  we  will  backup  all 
reports  on  zip  discs. 

4.  We  will  check  that  every  day's  sales  have  the  proper  summary  for  all 
food  type  categories. 

Please  contact  me  if  you  need  further  information. 
Sincerely, 


Robert  C.  Sanchez 
President 


I 


